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General Communication, Inc. (GCI) submits its comments in
response to the Supplemental Comments filed by the National
Exchange Carrier Association, Inc. (NECA).! NECA proposes a
"Customer Dividend Option" plan that will allow NECA member
companies to benefit from incentive regulation while maintaining
their membership in the NECA pools. NECA member companies who
choose this plan would receive a settlement rate based on the
carrier’s historical costs minus a dividend factor of 0.65%. The
rate would be adjusted bi-annually. NECA companies would be
required to stay with this plan for two 2 year terms. Carriers
would continue to charge the NECA average rates, but receive
monies based on their fixed settlement rate. They would not be
guaranteed a rate of return.

GCI sees several problems with the plan as proposed. First,
NECA proposes a dividend factor of 0.65%. This was derived by
taking half the difference between the highest (5.3%) and lowest

(4.0%) productivity factor for Tier 1 price cap LECs. This is

lsupplemental Comments of NECA, RM-8389, filed May 15, 1994.

No. of Copies rec'd L’M—
ListABCDE C@ | &




not tied in any way to the productivity factor of the NECA member
companies. To determine a proper productivity factor, the
Commission must analyze these carriers costs and base a
productivity factor on that information. Taking half the
difference between the productivity factors for larger companies
is completely arbitrary.

NECA further states that these carriers will have to absorb
inflation costs. NECA assumes an inflation rate of 3.0 percent -
an average over the past three years. The Commission should
evaluate all relevant data to determine the proper period to base
its considerations on and to determine that number - not just
arbitrarily take an average over the past three years. This
methodology does not ensure that the incentive plan is properly
structured for both the companies and customers.

GCI is also concerned about the ability of the companies to
switch back and forth from the incentive regulation plan to a
guaranteed rate of return environment. The Commission should
determine if the carriers should be required to stay with the
incentive plan for a longer or shorter period of time.

GCI is also concerned that the settlement rate for the first
period will be based on the carrier’s costs over the last 12
months. There is no proof that the carrier’s costs over the past
12 months are representative. The carrier could have
dramatically increased its expenses over the last 12 months.
Alternatively, it could have been a year with low expenses.

Carriers choosing incentive regulation could manipulate their



costs to have a high expense year prior to adopting incentive
regulation. The Commission should develop a representative
process so that the costs would be typical for these carriers.
This is the only way to make incentive regulation fair for all
companies in the pool.

The Commission must collect the necessary information to
determine the correct factors for incentive regulation for NECA
companies. This should include evaluation of the correct

productivity factor and the correct cost basis for reimbursement.
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